Attachment 1
“Amendments to Section 3.5”


3.5 ALLOCATION, AUTHORIZATION, ENCUMBRANCE, & REIMBURSEMENT

The following illustration summarizes the steps that local agencies must undertake to receive reimbursement for eligible project costs.  
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STEP 1 STATE/FEDERAL ALLOCATION
The first requirement for all programmed state and federal STIP (Step 1A), state Proposition 1B bonds (Step 1B), and state and federal ATP (Step 1C) is to receive a vote for allocation from the California Transportation Commission (CTC).  Please refer to the following websites to learn more about the allocation processes of these funds.

· LAPG Ch. 22 (http://www.dot.ca.gov/hq/LocalPrograms/lam/prog_g/g23stip-2013-10-31.pdf) 
· ATP Guidelines (http://www.catc.ca.gov/programs/ATP/2014_ATP_Guidelines_adopted_032014.pdf)
· Proposition 1B Guidelines (http://www.bondaccountability.dot.ca.gov/bondacc/) 
      
After the CTC approves the allocation, an allocation letter will be sent to the local agency.  For state-only allocation requests, the local agency may proceed to Step 3, Commitment of Funds, and begin reimbursable work after the allocation letter has been received.  For any allocation that includes federal funds, the local agency must proceed to and complete Step 2, All Federal Funding, before any reimbursable work begins.

For any other federal program that is not within the STIP and the Active Transportation Program (ATP) such as RSTP, CMAQ, HSIP, HBP, ER, Demo, Discretionary, etc., you may bypass allocation (Step 1), and proceed to 
Step 2, All Federal Funding and submit a Request for Authorization (RFA).  For any other state program that is not within the STIP, Proposition 1B, and the ATP such as Freeway Service Patrol, the RSTP Exchange, etc., please follow the appropriate program guidelines and then proceed to Step 3, Commitment of Funds.

STEP 2 ALL FEDERAL FUNDING
Whether allocated or not, all federal funding must receive an authorization to begin a phase (Step 2A) of work from the Federal Highway Administration (FHWA).  Specifically, before incurring eligible costs for federal reimbursement and advertising, FHWA must approve the RFA package.  

After successfully following the steps outlined in Section 3.3 of the LAPM for RFA submittal, FHWA will authorize funding through an obligation or a commitment to dedicate federal funds for the specific project phase.

During the course of a project phase, there may be savings and/or change orders that will require an adjustment to the federal funds authorized by FHWA.  When authorized funding requires an increase or a decrease (Step 2B), a revised Finance Letter (Exhibit 3-O of this chapter) will need to be submitted to your District Local Assistance Office.  Please keep in mind that federal code requires any award savings and/or cost adjustment decreases of $250,000 or more to be revised within 90 days (23CFR630.106(a)(4)):  “…the State shall revise the Federal funds obligated within 90 days after it has determined that the estimated Federal share of project costs has decreased by $250,000 or more.”   

Following the authorization of federal funds, the local agency will receive an “authorization summary” and may continue to Step 3, Commitment of Funds.

STEP 3 COMMITMENT OF FUNDS
After Step 1 (if necessary) and Step 2 (if necessary) have been completed, the local agency may advertise if needed (Step 3A), and then award.  State Budget Authority must also be reserved by “encumbering” the funds on a project specific Program Supplement Agreement (PSA).  The PSA is generated only once per project.  The PSA must be signed by the project sponsor (Step 3A) and executed by Caltrans prior to requesting the reimbursement of funds (see Chapter 4 “Agreements”). 

Caltrans will prepare the PSA upon receiving the complete Field Review Form from the local agency.  The Field Review Form shall be submitted by the local agency to Caltrans within four months from the date of authorization for Preliminary Engineering (PE), or along with the first RFA for the project if PE is done with nonfederal funds.  In an effort to streamline the agreement process, revised agreements are typically no longer required for each phase of work.

Once the PSA has been executed by Caltrans, Local Programs Accounting (LPA) will encumber the funds with an appropriation year corresponding to the state fiscal year authorized for expenditure in the State Budget Act.  Headquarters will also provide a signed LP2000 generated Finance Letter to the local agency.

Since 2008-09, each annual State Budget Act has provided six years to encumber and liquidate (expend) all state and federal local assistance funding.  This six-year term or appropriation period, always begins on July 1 of the appropriation year even if the State Budget Act is signed late and also applies if funds are encumbered after July 1 of the state budget year.  State budget authority lapses on June 30, six years after the appropriation period.  

Example:  A CMAQ project is obligated on June 30, 2014.  LPA assigns 2013-14 as the appropriation year.  
The appropriation period starts on July 1, 2013, and the reversion date will be on June 30, 2019.  

The Division of Local Assistance (DLA) and LPA have agreed to assign appropriation years based on the examples provided in the following table.  This table refers to the 2014-15 state fiscal year (July 1 through June 30) for demonstration purposes.  




Based on the table above, for all Non-Allocated funds, the earlier the RFA package is submitted to the District and the faster the PSA is executed, the longer the budget authority period will last.  For example, if federal CMAQ funds are obligated in October 2014 and the PSA is executed in December 2014, LPA will assign 2014-15 as the appropriation year and budget authority will be available for 5.5 years.  However, if CMAQ funds are obligated in September 2015 and the PSA is not executed until December 2015, LPA will assign 2014-15 as the appropriation year and budget authority will only be available for 4.5 years.  Remember: the state budget year spans between 
July 1 and June 30.      

Here are a couple other rules and scenarios regarding the assignment of appropriation years:

· Adjustments to already encumbered funds (award savings, change orders, etc.) will not result in a new encumbrance or new appropriation year.

· If there are closeout savings from one encumbrance and an agency would like to apply the savings to another encumbrance or phase, LPA will typically use the same appropriation year of the other encumbrance to the applied closeout savings.

· Example:  Preliminary Engineering (PE) was assigned appropriation year 2010-11 and is closed out with $250,000 in savings.  In December 2014, the local agency notifies the District that they would like to transfer those savings onto the same project’s construction phase (CON).  LPA has already assigned an appropriation year of 2013-14 to the CON.  The District will first require the local agency to award the CON phase to minimize the number of adjustments to the CON.  Next, the local agency will need to submit the contract award package (including a revised Finance Letter) and submit a revised RFA that reflects a $250,000 reduction to the PE phase and a $250,000 increase (if applicable, based on the award) to the CON.  LPA will assign appropriation year 2013-14 to the CON after execution.  

· If an agency wishes to invoice and reactivate federal funds that have become inactive and deobligated, they will be reassigned to the original year of appropriation.  If state budget authority has lapsed for this obligation (encumbrance), the local agency must use their own funds to finance project costs.

If any adjustments are required, please submit a revised Finance Letter (Exhibit 3-O of this chapter) as indicated in Step 2B above (Step 3B).



FINANCE LETTER 
The Finance Letter is a project specific financial summary document (prepared by the Local Agency and approved by Caltrans DLA) required by LPA as support documentation for the project funding agreement.  The Finance Letter identifies: 

· Project reference data such as responsible and administering agency(ies), project number, EA, PPNO, whether or not the project is on the State Highway, etc. 

· Federally funded phases of work, to date. 

· Total project costs and cost eligible for federal participation by phase of work, to date. 
Federal, state, toll credits, local and other fund sources (by fund type and amount) funding each phase of work, to date. 

· Federal reimbursement rates and identification of lump sum or pro-rata reimbursement methodologies for progress invoice purposes (by phase of work and fund types).  Please refer to Local Program Procedures 15-02 for more information on establishment of lump sum or pro rata methodologies (http://www.dot.ca.gov/hq/LocalPrograms/lpp/2015/lpp-15-02.pdf).

· Local agency certification and signature. 

· Project specific remarks (please note “toll credits” here if applicable).

Note:  For each new request for a federal adjustment, the project sponsor must attach a detailed project Finance Letter (See Exhibit 3-O of this chapter) identifying the phases of work for which federal reimbursement is sought.  This also includes deallocations of Proposition 1B bond funds.  In addition, the project Finance Letter must specify the types and amounts of federal, state and local match funds contributing to the project.  

STEP 4 REIMBURSEMENT
Once the PSA has been executed, the local agency may seek reimbursement for eligible costs.  As indicated in the Master Agreement and PSA, the local agency must invoice at least once every six months.  Per FHWA policy, if Caltrans and our local partners do not request reimbursement at least once a year, funds will be deobligated.  
Please refer to FHWA Guidance on Inactive Obligations (http://www.dot.ca.gov/hq/LocalPrograms/InactiveProjects/FHWA%20FY14%20Inactive%20Guidance%20Letter.pdf).

The reversion date at the bottom of the Finance Letter represents the last date that an encumbrance is eligible for reimbursement.  Please keep in mind that a final invoice and final report of expenditures is typically due to the District by about April 1 to ensure that there is enough time to review the invoice and request reimbursement.  Please refer to Office Bulletin 13-08 (http://www.dot.ca.gov/hq/LocalPrograms/DLA_OB/DLA_OB.htm)  for more information.   

Section 16304.3 of the Government Code authorizes the Department of Finance to extend the liquidation period of an encumbrance up to eight years.  If an encumbrance cannot be fully reimbursed (liquidated) within the six-year appropriation period, the local agency may apply for a Cooperative Work Agreement (CWA) to extend the liquidation period for up to two years.  The local agency will need to apply for the CWA in the fall of the fifth year.  For more information on the CWA process, please visit DLA’s CWA website (http://www.dot.ca.gov/hq/LocalPrograms/CWA/cwa.htm).    

If the local agency chooses not to apply for a CWA and the appropriation period lapses, the local agency will be responsible to finance the remaining balance with their own funding.                
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				Fund 		Fund		Period Obligated (Federal)		Appropriation Year

				Description		Examples		or Encumbered (State)		Assigned

				CTC Allocated Federal Funds		STIP and ATP		N/A 		Oldest year typically assigned by Division of Budgets

				CTC Allocated State Funds		STIP, ATP, and Proposition 1B		N/A 		Oldest year typically assigned by Division of Budgets

				Non-Allocated Formula and Non-Formula Federal Funds		RSTP, CMAQ, HBP, HSIP, Discretionary, DEMO, ER, etc.		October 2014 through September 2015		2014-15

				Non-Allocated State Funds		RSTP Match & Exchange, Bridge Inspection,Misc., and Fwy Serv. Patrol 		July 2014 through June 2015		2014-15

				Non-Allocated State Funds		RR Grade Separations and RR Grade Xing Maintenance (agreements not typically executed until the following year)		July 2015 through December 2015		2014-15
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